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This is, on the whole, a comforting doctrine to the con-
sumer, because, as we have seen, the condition most favorable
to a monopoly is that of decreasing cost or increasing returns,

be somewhat to the left of the old point of intersection; so that now the quantity
CM'1 will be sold at the price M" T" or OE, which is higher than OC.
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Constant Returns.
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Increasing Returns
or Diminishing Cost.

FIG. 3.

Diminishing Returns
or Increasing Cost.

If the industry obeys the law of increasing cost, as in Fig. 3, the line StlfS will
be curved upward. Now, after the imposition of the tax, the price will be fixed at
the point T"', so that the quantity OMrtr will be sold at the price MlffTf"t or
OB, which is lower than OC.

The extent to which in any case the new price, after the imposition of the
tax, exceeds the old price OL depends primarily upon the elasticity of the demand,
that is, the sharpness of the curve DD1; but starting out from this increase of
price under the law of constant cost, diminishing cost adds more to the price,
increasing cost adds less to the price.

Under conditions of monopoly, however, price is fixed not at marginal cost, but
at the point of maximum monopoly returns. This depends upon the margin
between cost and price.
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FIG. i.
		
Constant Returns.
		
In Fig. i, where we have the law of constant cost, let everything be as before,
except that OS is the cost per unit, the line SSr the line of constant cost.    Given
the demand curve DZ)f, the monopolist will find the point of maximum net re-
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